


is warranted to ensure that the tailoring of regulatory requirements is appropriately aligned with the actual risks
that individual institutions pose to the financial stability of the United States and align re-calibration efforts with
the noted reform objectives of simplicity, transparency and effectiveness. In particular, we believe that the
following elements warrant further reconsideration in the Agencies’ finalization of the proposals:

e The reliance upon a measure of total nonbank assets as a Risk-based Indicator (RBI) that should be risk-
sensitive and based on sound design, theory and analytical support and takes into account that nonbank
activities are already subject to prudential regulatory requirements imposed by the Federal Reserve and other
regulators; and

¢ The applicability of daily LCR requirements for Category lll firms and their subsidiaries greater than $10B in
assets in addition to the question of applying standardized liquidity requirements to the branches of FBOs.

In addition, we would request that the Agencies consider certain technical amendments to the denominator
calculation and regulatory reporting requirements related to the Supplementary Leverage Ratio (SLR) for firms that
are not subject to the Advanced Capital Adequacy framework, but would become subject to the SLR if finalized as
proposed.

Reliance on Nonbank Asset levels as a Risk-based Indicator
Within the Federal Reserve proposal, the following assertions are made:

e "“The level of a banking organization’s investment in nonbank subsidiaries provides a measure of the
organization’s business and operational complexity” and

e “Through its U.S. intermediate holding company, a foreign banking organization can maintain significant
investments in nonbank subsidiaries, and therefore may present structural, funding, and resolution concerns
analogous to those presented by domestic banking organizations” and

¢ “Nonbank activities also may involve a broader range of risks than those associated with banking activities,
and can increase interconnectedness with other financial market participants, requiring sophisticated risk
management and governance, including capital planning, stress testing, and liquidity risk management3.”

While the opening statement may be true that the level of a banking organization’s investment in nonbank
subsidiaries provides a “measure,” there is no clear statistical analysis that supports a link to either business or
operational complexity thus raising questions on the efficiency or transparency of the chosen measure. The
measure also provides no indication of risk sensitivity of the underlying business activities (e.g., risk weighting or
exclusion of certain exposures) that is incorporated to some degree within the other RBIs. This particularly
important as broker-dealer subsidiaries are major holders of high quality and liquid assets like Treasuries and
agency securities and, given the lack of risk sensitivity of this metric, they actually could be penalized for holding
these assets. The Federal Reserve also implies that nonbank activities are not subject to capital requirements or
direct supervision. However, nonbank entities and activities are subject to multiple layers of supervision and
regulatory requirements, including the Federal Reserve's supervision and regulation of the intermediate holding
company (IHC) of an FBO.

In its 2016 proposal of the Capital Plan Rule®, the Federal Reserve indicated that it considered a nonbank asset
threshold to be a proxy for complexity. As the Federal Reserve was determining the appropriate level of the
threshold, it indicated that “the threshold of $125 billion in nonbank assets would exclude companies that engage
in equities trading, prime brokerage, and investment banking activities, and therefore have risk profiles that are
more similar to those of the most complex U.S. financial firms than to the risk profiles of the smaller, less complex
bank holding companies®.” In the final rule’, the Federal Reserve noted that the distress or failure of firms with
significant nonbank assets has coincided with or increased the effects of significant disruptions to the stability of
the U.S. financial system. To support this conclusion, it provided the examples of Wachovia and Long Term
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Capital Management and their respective nonbank asset levels. These appear to be inappropriate examples, as the
Federal Reserve acknowledged that Wachovia’s issues were the result of accelerated withdrawals from their
accounts of its bank depositors and reduced liquidity support from wholesale funds providerse. Meanwhile, Long
Terms Capital Management was a highly leveraged hedge fund reliant upon investor funding and substantive
credit lines from counterparties. Neither of these examples bears much resemblance to the activities of covered
FBO IHCs and their respective risk profiles and financial (capital/liquidity) resources, as well as, those of their parent
companies.

Given the noted challenges of the current metric and its lack of conceptual soundness, we believe that the
elimination of this arbitrary indicator would be appropriate.

In lieu of eliminating this metric, we urge the Agencies to consider other solutions to better and improve the risk
sensitivity of this proposed RBI. These include the following:

e Employing a risk-weighted measure for nonbank assets based on current RWA standards for regulatory
capital. Such a solution would be more effective and transparent than the proposed method in that it draws a
degree of risk-sensitivity for higher risk balance sheet exposures and assimilates the weighting applied within
the other RBIs. The Federal Reserve could accomplish this objective by collecting additional data within its FR
Y-9LP regulatory report;

¢ Another way to address the lack of risk-sensitivity in the proposed measure would be to apply a limited set of
permissible deductions for assets that are already deducted from regulatory capital (for example, deferred tax
assets and goodwill) and low risk assets that qualify as HQLA under existing LCR rules or liquid buffer assets
under Regulation YY that exhibit low market and credit risk. While the Federal Reserve previously raised
concerns about low risk assets may be used in connection with complex activities (including prime brokerage
and other trading activities), the employment of a STWF indicator designed to address liquidity risks should
mitigate such concerns and make the measure of these assets in the nonbank asset indicator superfluous. To
ensure the transparency of the re-calibrated nonbank asset indicator, the considered deductions should be
based on existing data already captured across regulatory reports and subject to already standardized
definitions and incremental reporting requirements.

Standardized liquidity reguirements imposed on certain IHCs and branches/agencies

The Agencies indicate that the “proposed framework would apply standardized liquidity requirements with
respect to the U.S. operations of foreign banking organizations according to the proposed risk-based categories.”
This would expand the application of standardized liquidity like the LCR, which were targeted at large,
internationally active banking organizations that were defined by their levels of assets or on-balance sheet foreign
exposures.  Whatever its merits, the amended approach in the Interagency proposal still relies on metrics that
have limited applicability to a firm’s liquidity risk profile. For example, a non-Advanced firm, or one with less than
$250 billion assets, could be subject to daily LCR requirements by virtue of its categorization (Category 3 in the
proposals) even if it is below the $75 billion threshold of the Weighted ST Wholesale Finance indicator exposure or
if its liquidity risk profile doesn’t warrant such treatment. This required daily compliance requirement in the
Interagency proposal is further challenged by the fact that the same firm would be permitted to file its liquidity risk
exposure reports on a monthly basis (FR 2052a). Given these disconnects, we believe that the Agencies should
reconsider the qualifying requirements for the daily LCR measure, even the reduced requirements, to one where
the firm’s liquidity risk profile (e.g. its weighted STWF) is the primary driver of its standardized liquidity
requirements. Further, corresponding changes made to the measures applicable to the IHC should be extended to
its subsidiary depository institution and align requirements to the current LCR’s Modified framework.

With respect to the question of whether to apply standardized liquidity requirements to the branches and agencies
of FBOs, we believe that the contemplated requirements are unnecessary and only increase the level of complexity
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